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Chairman Stevens, Co-Chairman Inouye, and distinguished Members of the Committee, I 
want to express my thanks for the opportunity to participate in today’s hearings. 
 
I’ve spent the past three years as an Equity Research Analyst at Sanford C. Bernstein 
covering the U.S. Cable and Satellite sector, and I believe I’m here to reflect the views of 
Wall Street.  But you should also note that I previously spent more than a decade 
consulting to telecommunications companies as a partner and Global Leader of The 
Boston Consulting Group’s telecommunications practice (where I lived through the 
drafting and the aftermath of the ’96 Act) and I’ve also been the President of a 400-
person Internet auction business, so my views today are likely to reflect those 
perspectives at least as much as the Wall Street view. 
 
While I’ve written a great deal about issues such as à la carte, retransmission consent, 
franchising rules, and broadcast indecency, I’ll confine my prepared comments today to 
issues related to physical networks, and the constellation of issues that have been given 
the unfortunate name of “Net Neutrality.”  I believe there is a risk that we are embarking 
on a course that will discourage network investment, to the long-term detriment of the 
economy and our society. 
 
The “Net Neutrality” debate has become a catch-all for a number of competing public 
policy needs.  We want ensure the availability of ubiquitous and reliable high speed 
Internet access, and we want to do it while minimizing consumer prices and maximizing 
consumer choice.   
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That means we need to foster investment in the networks themselves.  And we need to do 
that while at the same time protecting inalienable First Amendment principles, and 
creating a vibrant climate for innovation in network-reliant businesses.   
 
With respect to the first part of that balancing act, i.e. “fostering investment in the 
networks themselves,” Wall Street has, by and large, already cast its vote.  The capital 
markets see a bleak future for network operators.  Cable stocks have suffered five years 
of valuation declines relative to the broader market.  Telecommunications firms like 
Verizon and AT&T have been given similar treatment.  Comcast’s stock is punished 
every time the Company’s management even mentions the words “capital investment.”  
Verizon’s stock was likewise punished throughout 2005 due to the capital markets’ 
distaste for the expansive capital investments in their FiOS fiber optic deployment.  
 
Ironically, this comes at a time when consumer broadband demand is exploding. Sony’s 
PlayStation and tech companies like Microsoft talk about “owning the living room,” and 
AOL and Yahoo! and Google are all planning video-rich strategies.  New applications 
like video telephony and video surveillance over the web have barely started yet.   
 
Despite this strong demand for networks, however, Wall Street harbors grave doubts 
about the ability to earn a return on network investments.  Excessive competition and an 
uncertain, and at times hostile, regulatory environment are dampening capital formation 
and slowing the pace of investment.   
 
And that investment is critical, because despite a great deal of arm waving from 
“visionaries,” our telecommunications infrastructure is woefully unprepared for 
widespread delivery of advanced services, especially video, over the Internet.  
Downloading a single half hour TV show on the web consumes more bandwidth than 
does receiving 200 emails a day for a full year.  Downloading a single high definition 
movie consumes more bandwidth than does the downloading of 35,000 web pages; it’s 
the equivalent of downloading 2,300 songs over Apple’s iTunes web site.  Today’s 
networks simply aren’t scaled for that. 
 
In a series of recent research reports that I entitled “The Dumb Pipe Paradox” – which I 
believe provided the original impetus for the Committee’s invitation to testify today – I 
tried to address the misconception that the telcos are rapidly rushing in to meet this need 
and to provide competition for cable incumbents.  In fact, by their own best estimates, 
they’ll be able to reach no more than 40% or so of American households with fiber over 
the next seven years.   
 
And most of that will be in the form of hybrid fiber/legacy copper networks, such as that 
being constructed by AT&T under the banner of “Project Lightspeed.”  These hybrid 
networks are expected to deliver 20Mbs average downstream bandwidth.  After 
accounting for significant standard deviation around that average, that will mean many 
“enabled” subscribers will actually receive far less.  I and many others on Wall Street 
harbor real doubts as whether these hybrid networks will prove technologically sufficient 
to meet future demands.   



Craig Moffett  3 
Senate Commerce Committee Hearings, March 14, 2006 
 
 
More importantly, in 60% of the country, there are simply no new networks on the 
horizon, and the existing infrastructure from the telcos – DSL running at speeds of just 
1.5Mbs or so – simply won’t be adequate to be considered “broadband” in five years or 
so.  That includes wireless networks, by the way.  Current and planned wireless networks 
– including the over-hyped Wi-Max technology – offer the promise of satisfying today’s 
definition of broadband, but simply can’t feasibly support the kind of bandwidth required 
for the kind of dedicated point-to-point video connections that will be required to be 
considered broadband tomorrow.  Those demands will continue to fall to terrestrial wired 
networks. 
 
Again, the Wall Street view is that even this amount of investment is unwarranted.  
Verizon’s network investment strategy is predicated largely on cost savings, not on the 
potential returns from delivering new services.  We expect Verizon’s return on 
investment to be marginally positive.  AT&T’s is less costly, but generates fewer cost 
savings, and so is likely significantly worse.  You simply can’t make a case for major 
new investments on the basis of voice, video, and data as currently conceived. 
 
In Part I of the “Dumb Pipe Paradox,” I noted that if a telco was in the business of 
providing broadband connections only – that is, if phone service becomes, as many 
predict, simply another bit stream on top of a data connection – then the cost to provide 
service would be as much as $80 per month.  And from a consumer’s perspective, that 
would be the pipe only, before paying for any content over the web.   
 
And the cost, and therefore the price, would likely be much, much more.  Some recent 
comments from BellSouth’s Chief Architect, Henry Kafka, at the Optical Fiber 
Communication/National Fiber Optics Engineers Conference last week put this in 
perspective.  He estimated that the average residential broadband user today consumes 
about two gigabytes of data per month.  Heavy users who regularly download movies 
consume an average of 9 gigabytes of data per month.  In the future, watching IPTV 
would consume 224 gigabytes, and would cost carriers $112 per month to deliver.  And if 
IPTV is going to deliver High Definition, then the average user would be consuming 
more than one terabyte per month, at a cost to carriers of $560 per month.   
  
That, I believe, puts the “Net Neutrality” debate in context.  The very valence of the 
phrase suggests that the First Amendment is about to be trampled lest it be legislatively 
protected.  And the very idea that third parties who benefit from Internet infrastructure 
investments – say, Google and Yahoo – might economically contribute in some way to 
these costs has been roundly greeted as if it is a threat to basic liberties. 
 
But the notion of “Net Neutrality” as it is currently construed would, I believe, likely 
trigger a host of unintended consequences.  Mandated “Net Neutrality” would further 
sour Wall Street’s taste for broadband infrastructure investments, making it increasingly 
difficult to sustain the necessary capital investments.   
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It would also likely mean that consumers alone would be required to foot the bill for 
whatever future network investments that do get made.  That would result in much higher 
end-user prices, much steeper subsidies of heavy users by occasional ones, and, in all 
likelihood, a much sharper “digital divide.”  By discouraging the deployment of new 
networks, it would also likely freeze in place the status quo cable/telco duopoly (or worse 
in much of the country, where we are, as previously described, on a trajectory to a near 
cable monopoly for genuine broadband).  The U.S. as a whole would, in all likelihood, 
fall further behind other countries in broadband availability and reliability. 
 
Conversely, from a Wall Street perspective, allowing a “multiplicity of payers” (say, 
advertisers, or web services providers) to support network investments would greatly 
bolster the business case for deploying new infrastructure, as it would offer the prospect 
of more attractive returns.  And while current network operators would undeniably 
benefit in such a regime, so too would consumers, who would likely see both greater 
choice and lower prices.   
 
And despite their current howls at the idea of paying for such services as packet 
prioritization (what some have referred to as a “fast lane” for data), it is likely that the 
Internet services community would be the biggest beneficiaries of all, inasmuch as they 
would be assured of an infrastructure capable of supporting innovation in new high 
bandwidth Internet-based services. 
 
The First Amendment concerns surrounding “Net Neutrality” are very real.  But surely 
these concerns they can be dealt with – say, though anti-blocking provisions, or through 
the carve-out of a neutral “basic tier” – without triggering this laundry list of unintended 
consequences.  Indeed, it is my belief that that network operators can feasibly meet the 
needs of unfettered access to any and all web-based content with by providing a “basic 
access tier” that provides for a fixed minimum amount of bandwidth (or, alternatively, a 
fixed percentage of total bandwidth) in which pure neutrality would be maintained, and 
that the provision of resources over and above that minimum can then be left entirely to 
market forces.  
 
Once again, I thank you for your kind attention. 
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• Bernstein analysts are compensated based on aggregate contributions to the research franchise as 
measured by account penetration, productivity and proactivity of investment ideas.  No analysts are 
compensated based on performance in, or contributions to, generating investment banking revenues. 
 
• Bernstein rates stocks based on forecasts of relative performance for the next 6-12 months versus the S&P 
500 for U.S. listed stocks and versus the MSCI Pan Europe Index for stocks listed on the European 
exchanges — unless otherwise specified.  We have three categories of ratings: 
 
  Outperform: Stock will outpace the market index by more than 15 pp in the year ahead. 
  Market-Perform: Stock will perform in line with the market index to within +/-15 pp in the year ahead. 
  Underperform: Stock will trail the performance of the market index by more than 15 pp in the year ahead. 
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• Accounts over which Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, and/or their 
affiliates exercise investment discretion own more than 1% of the outstanding common stock of CMCSA / 
Comcast Corp. 
 
• Sanford C. Bernstein & Co., LLC currently makes a market in CMCSA / Comcast Corp, DISH / EchoStar 
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CMCSA 
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========  ======  ===========  =========== 
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02/15/05    O       40.00 USD    32.36 USD   
02/27/04    O       38.00 USD    29.95 USD   
07/14/03    O       45.00 USD    32.69 USD   
05/29/03    O       40.00 USD    30.40 USD   
 
CVC 
Date      Rating  Target        Close 
========  ======  ===========  =========== 
11/01/05    M       29.00 USD    25.41 USD   
02/24/05    M       33.00 USD    30.18 USD   
01/24/05    M       29.00 USD    28.07 USD   
11/24/04    M       25.00 USD    21.72 USD   
09/10/04    O       24.00 USD    19.57 USD   
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11/12/03    O       28.00 USD    20.60 USD   
07/14/03    O       37.00 USD    22.50 USD   
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DISH 
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04/19/05    O       38.00 USD    29.45 USD   
01/13/05    M       38.00 USD    31.97 USD   
05/07/04    M       35.00 USD    31.62 USD   
02/19/04    M       41.00 USD    36.68 USD   
09/23/03    O       46.00 USD    40.40 USD   
08/14/03    O       44.00 USD    35.59 USD   
07/14/03    M       40.50 USD    37.00 USD   
05/29/03    M       33.00 USD    32.22 USD   
 
DTV 
Date      Rating  Target        Close 
========  ======  ===========  =========== 
09/15/05    U       14.50 USD    15.14 USD   
05/03/05    M       17.50 USD    14.92 USD   
01/28/05    M       17.50 USD    15.07 USD   
04/16/04    M       19.50 USD    17.29 USD   
10/15/03    M       17.50 USD    15.43 USD   
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United States and accepts responsibility for its contents. Any U.S. person receiving this report and wishing 
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Sanford C. Bernstein & Co., LLC and Sanford C. Bernstein Limited are regulated by the Securities and 
Exchange Commission under US laws and by the Financial Services Authority under UK laws, 
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One or more of the officers, directors, or employees of Sanford C. Bernstein & Co., LLC, Sanford C. 
Bernstein Limited and/or its affiliates may at any time hold, increase or decrease positions in securities of 
any company mentioned herein. 
 
Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, or its or their affiliates may provide 
investment management or other services to the pension or profit sharing plans, or employees of any 
company mentioned herein , and may give advice to others as to investments in such companies. These 
entities may effect transactions that are similar to or different from those recommended herein. 
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